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STONE HOUSE
DEVELOPMENT, INC.

147 S. Butler Street
Madison, Wisconsin 53703
Voice: 608-251-6000

Fax: 608-251-6077

March 7, 2002

Public Hearing Comments
Assembly Bill 840

Introduction

Stone House Development, Inc. is a Madison based real estate development and property
management company that specializes in the adaptive re-use of historic structures. In the
last 6 years, Stone House Development, Inc. has completed 5 adaptive re-use projects and
has just begun a sixth. All of these projects have used the Section 42 affordable housing
credit in conjunction with the state and federal historic credit.

Assembly Bill 840 will have a profound effect on the viability of future adaptive re-use
projects as detailed below.

Section S. 71.07 (9m) (a) 2. and additional sections (increasing the state credit to 20%)
Due to escalating costs, it is becoming increasingly difficult to underwrite adaptive re-use
projects in a financially feasible manner. This is especially true in small to medium sized
communities where rents have not increased much in the last 5 to 10 years. An increase
in the state credit to 20% will dramatically improve the financial feasibility of these
projects. We have been involved in several projects in the last few years that fell through
due to an inability to cover the cost of renovation. These historic structures have been
demolished or are now facing demolition.

Section 8. 71.07 (9m) (2) and additional sections (“bifurcation” of the state credit)

The primary financing structure of adaptive re-use projects in Wisconsin involves the
combination of the Section 42 affordable housing credit and the state and federal historic
credit. The market for the Section 42 affordable housing credits is quite large and, when
combined with the federal historic credit, can make a very attractive project for corporate
investors. However, very few of these investors are Wisconsin based, and, as such, have
little or no Wisconsin income tax liability. As a result, corporate investors will pay little
or nothing for the Wisconsin state historic credit which can, and often does, compromise
the overall feasibility of a project. The ability to separate the state credit would allow it
to be marketed directly to local and regional corporations at a much higher price per
credit, thereby dramatically increasing the amount of equity in each project.




Testimony to the Committee on Housing of the Wisconsin State Assembly
Representative Tom Sykora, Chair

Assembly Bill 840

March 7, 2002

Good morning! Alicia Goehring is my name and I am the Administrator of the Division of
Historic Preservation at the Wisconsin Historical Society. I’m here today to testify that the

Society strongly supports Assembly Bill 840.

The Society wholeheartedly endorses this bill for several reasons. First, the two historic
rehabilitation tax credit programs we administer have been highly successful. During the last
five years, these programs have aided over 800 projects and stimulated over $275 million of
reinvestment in Wisconsin’s older business and neighborhood districts. The programs have been
used to stabilize and revitalize districts all over the state from neighborhood business districts in
Milwaukee to the residential districts of Rock County to the Main Street of Stevens Point. We
believe that programs that have a proven track record of success should try to seek the resources

needed to expand in order to create an even larger impact in the future.

Second, the Society is impressed by how historic rehabilitation tax credit programs throughout
the country have proven to be tremendous economic development tools. As documented by
Donovan Rypkema, a leading historic real estate economics specialist “historic preservation
creates jobs” and “creates more jobs than the same amount of new construction.” Using
information from the U.S. Department of Commerce, Rypkema has shown that historic
rehabilitation creates more jobs, dollar for dollar, than does manufacturing cars in Michigan,
growing agricultural products in South Dakota, or cutting timber in Oregon. Furthermore,
Rypkema illustrates how rehabilitation results in a larger increase in household income and
generates more dollars in local retail sales than new construction. A study in Rhode Island
indicates $10 million in rehabilitation expenditures creates 285 jobs in the state including 129

construction jobs, 51 professional positions, and 23 manufacturing jobs.

According to former Philadelphia Mayor Edward G. Rendell, rehabilitation pumps dollars back

into the economy. He indicates that “while a $1 million rehabilitation expenditure would cost




the Treasury $200,000 in lost tax revenues, it would at the same time generate an estimated
$779,478 in wages. Taxed at 28 percent, the investment would produce $218,254 in federal tax

revenue. Corporate income, capital gains, and real estate taxes would further complement gains

in household income tax.” Based on these figures, it’s easy to see why historic rehabilitation
incentive programs are popular when there is a desire is to stimulate the economy. In fact, cities
have found historic rehabilitation to often be a counter-cyclical activity. A study in Boston
concludes that since rehabilitation is more affordable than new construction during hard

economic times, it generates more building activity during these economic downturns.

Third, the Society supports this bill because it would generate income for the program to help
pay for itself. The fees outlined in the bill would help in three ways. The fees would replace
federal dollars that will expire this spring. These dollars have paid for one of our full-time
preservation specialists during the past year. The fees would also help pay for staff that will be
needed due to the increase in business we anticipate if the tax credit percentages increase. Third,
the fees will help replace GPR dollars lost in the current fiscal year that help to pay the salaries
of the other two employees who staff these programs. This fee structure establishes a partnership
between the taxpayer and the property owner. Citizens of Wisconsin benefit from historic
rehabilitation tax credit programs because they stimulate the economy and make our
neighborhoods more livable, our business districts more attractive, and our communities more
cost efficient. Property owners or developers benefit from the programs because the programs
make their projects economically viable. This bill spreads the cost of the progfam between the

two partners who benefit, the citizens and the property owners.

Fourth, the bill would allow owners of small historic properties, often located in Wisconsin’s
smaller communities, the ability to tap into the income producing tax credit program. Currently,
it is very difficult for these property owners to meet the adjusted basis requirement in the current
law. This bill would allow property owners to apply for only the 20% state tax credit if they did
not meet this requirement. This change would in essence makes this economic development tool
accessible for the first time to many downtown property owners on our Main Streets throughout

the state.




Fifth, staff at the Society has become concerned in the past few years that Wisconsin has lost its
competitive edge in the rehabilitation of large historic buildings. These projects compete on a

national market. At one time, we were on the leading edge of this arena but now we are starting

to lag behind states such as Missouri, Michigan, Iowa, Maryland, and North Dakota which all
have an add-on state credit of at least 25% compared to Wisconsin’s current 5% add-on tax
credit. What does this mean? If a developer from Minneapolis is looking at a $25 million
rehab project in Milwaukee and a $25 million rehab project in St. Louis, he or she will naturally
look closer at the project in St. Louis because it has a $5 million tax credit advantage. Worse
yet, we stand to lose Wisconsin development and finance dollars to other states because of this

growing disparity between state tax credit programs.

Sixth, we naturally support this bill because we believe it will stimulate the rehabilitation of
more historic buildings throughout the state. It is our Division of Historic Preservation’s mission
to work in conjunction with organizations, individuals, and units of government to identify,

preserve, and protect historic properties. This bill will help us fulfill our mission.

Finally, the Wisconsin Historical Society supports this bill because our constituents have asked
for an improved historic rehabilitation tax credit program. In the year 2000, we developed a
strategic plan to help guide us through the next five years. Using a survey, several focus groups,
and a large brainstorming session, we asked our constituents what types of projects or issues they
wanted us to focus on during this five-year period. Over 700 people responded. Improvement of
the tax credit programs ranked very high on their priority list. Indeed, the survey results showed
this issue was at the top of their list. We have a clear mandate from our constituents to support

any bill that improves these programs.

In closing, I'd like to thank you for the opportunity to express the Wisconsin Historical Society’s
support of Assembly Bill 840. Thank you.
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Examples of Historic Preservation Projects in Wisconsin

_simlg Block Sheboygan

:V'iject mvestment $777,790
'Uses: retail, offices, one aparﬁment

The City of Sheboygan helped the Imig
Block’s three owners to combine CDBG
funds with rehabilitation tax credits to save
this historic downtown building. - Work
included restoring second floor windows
~and chemically removing paint from the
original cream brick masonry. A new,
“historically appropriate multi-color paint
‘ scheme for the wood and metal trim
v blends well with the brickwork.

The project archsmcts d%!gned
-sympathetic,new storefronts and reueated
“an elaborate cornice. The source of the

- design was a historic photograph'that '

- showed the realistic eagle cresting The
eagle, with its wings spread wide, now
looks down on passersby just as it did .
- when the building was com pleted in 1882

nvestment in ehglb!e work $3¢ OOO

This is one of numerous properties in the Astor HISIOW"
District that have been restored and stabilized using the
Wisconsin Historic Hormeowners Tax Credit program.
fA!i'hough visually, it is similar to its pre-project appearance,
the owner camied out major structural work. tuckpointing,
mer‘hamcaﬁ :epazrs porch repair, and extermr painti ng
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Examples of Historic Preservation Projects in Wisconsin

Income-Producing Historic Bt di‘nqs

08S.




Examples of Historic Preservation Projects in Wisconsin

'Proqrfaﬁ State-and 'eééraiTaxiC\redfts for Income-Prodt ing Historic Build




Examples of Historic Preservation Projects in W:sconsm

mram State and edera!'fay Credits forlncomeP!oducm Hs tovfz Bu:ldmc;

'Hausmann and Schoeer Buildings,
1740 and‘!?‘:O D, Pv‘!artm-i_utherKng Jr. Bivd., Milwaukee

- Project investment: $2 889,555
New housing units: 23
Low/moderate income units: 14

~ Other uses: 4000 sq ft.
_ commercial -

~Located in Milwaukee's
Brewers Hill ﬁe:ghbcrhocd
these busldmg@ stood-
vacant for ten years and
‘were condemned for four -
yearﬁ priorto theirvresc:ue."-

The Haucmann Bu ilding Was once the Eucat ion of Curiv s
- Bar, notorious for receiving mmre police calls than an_; '
' other site in the city. The City of Miiwaukee
R&ieve!opmemt Authority took ownershi ip of the two
~buildings prior to their redeveiopment It was the City’s
'rpcogmtcm of the bu:!dmgﬁ tm por‘amv— that saved them.

: Th«» city issued an RFP for their rehabmtatton and awar di‘*d the pso;ect to Fn’star bommumty inve&tment

‘ Corporanon wh;m used a combmamn of historic preservation tax credits and affordable housing

credits. The buﬂdmgs are now an attractzve presence in the Brewers Hill Histonc D;s.mct prowdmg
af’fcrdabie hQUban and commpmaf space ta the nezghborhmd L :

A!tpeter a‘wd Ju ng Busid ing

| 1801 N, Marim Luther King Blvd. , Mz!waukee

'Prcz_;cct mve@tment $1,122 GOO
Total new housing units: 8
Other uses: office and retalj

Located near the Hausmann and

Schoeer Building, the Altpeter and Jung
Buildings illustrate how the preservatio
tax credit program is restoring the:
historic character and commercial
| viability of this part of Martin Luther ng
Boulevard. Nearby, there are seven or
_eight additional I rehabilitation projects
that have used, or are using, the
,pmsewatmn tax credit program. The
program’s high restoration standards
ensure a quality project, which is
reflected in the gradual impmmment
the overall appearance Of the




Wahle ‘Laard House Marshﬂeld

’B iitin 7904 thxs house is histuncaiiy
significant as the home of Melvin Laird,
former Wisconsin Congressman and

| Secretary of Defense in the Richard Nixon
administration during the Vietnam War. In
recent years, the house was fai ithfully
restored by the Laird family, which still owns
the property. Among the many items of
‘work assisted by the tax credit program are
 foundation repair, stone repointing, and
extensive repair of wooden features,

particularty the decorative balcony railings.

;Mmerai Pom% Hsgh Schoo!' Zé"*iﬁss‘;?a‘i:i’;?c%ﬁf;*in;‘é o

Builtin 1.303 this building Je*‘ved the
- young people of Mineral Point for
decades. When the school d district ,
_abandoned the building, Stone Houae
_Development purchased and
sensitively converted it to apartments
_using preservation tax credits
_combined with affordable housing
_credits, much as it had done to similar
“schools in New Glarus, Janesville and
Jﬂﬁer%n

The historic character c»fthe schcm
 still evident, Qﬂspte its conversion.
Most lockers are still in place in the .
| original wide comidors. Blackboards
have been retained as functional wall
treatments. Stone House replac ed the
blocked-down windows with new
_ones, based on historic phctographf
The firm says that their schoolhouse
apartments are easy to rent: the
' spec:a cha:acter ofa h:stonr burleﬁmg
s the ap .

Examples of Hsstonc Preservat:on Pro;ects in Wisconsin

invebtment in tax credzt ehgsbfe
wark: $23.375
Additional investment: $1 oGO

Program: State and Fedeta% Tax Credits for fnmmerducm Hletochwldm . ‘fﬁfojéctmvegtménf“Z$E28§h0g.v.‘




Examples of Historic Preservation Projects in Wisconsin
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Examples of projetts that did not
qualify for Preservation Tax Credits

; iam Sts*evet '
, ftms buud ing
gmanag dto make abig
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Th‘a— ' new
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1979
1980
1981
1982
1983
1984

No. of Projects

FEDERAL 20% AND 25% TAX CREDITS FOR INCOME PRODUCING PROPERTIES

Federal 20 and 259, Tax Projects Per Year

1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
199%6
1997
1998
1999
2000
2001

1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
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1993
1994
1995
1996
1997
1998
1999
2000
2001

1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

$67,000
$160,000
$4,945,000
$5,225,992
$7,371,960
$8,911,565
$10,318,470
$22,320,330
$24,716,523
$14,433,907
$11,409,584

$17,122,541
$20,336,512
$41,539,500
$16,732,275
$10,046,734
$25,625,038
$82,851,439
$76,360,500
$92,087,318

$33,500
$53,333
$1,236,250
$1,306,498
$351,046
$330,058
$448,629
$892,813
$988,661
$627.561
$570,479
$778,364
$536,322
$658,695
$774,595
$1,007,208
$753,204
$1,153,875
$880,646
$346,439
$949,075
$3,068,572
$2,545,350
$3,288,833

Total Rehabilitation Expenditures

$100,000,000
$90,000,000
$80,000,000
$70,000,000
$60,000,000 -
$50,000,000
$40,000,000
$30,000,000
$20,000,000
$10,000,000

$0

Rehab Costs

Average Rehabilitation Expenditures

$3,500,000
$3,000,000
$2,500,000
$2,000,000
$1,500,000
$1,000,000
$500,000
$0 -
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Rehab Costs
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1993
1994
1995
1996
1997
1998
1999
2000
2001

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

No. of Projects

STATE 25% TAX CREDITS FOR OWNER-OCCUPIED HISTORIC RESIDENCES

6
o State 25%, Tax Projects Per Year
Z‘; 250
68
75 200
107
i § 150
203 E
Z 100
50
0 t } } } T—
Q
0)
K
Total Rehab $
$220,581
$415,110
$f§;§’z$ $6,000,000
iﬁ’?’g‘;’gﬁz $5,000,000
2,459,750
:2,752,678 2 $4,000,000
$4,147,149 | §
$5,657,663 | o $3,000,000
-
& $2,000,000
$1,000,000
$0 - ]
9
Avg. Rehab $
$36,764
320,418 Average Rehabilitation Expenditures
24,793
229,070 $40,000
$23,880
$22,988 $30,000
oaaes | % 25000
$27,870 | 3 $20,000
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$ $15,000
$10,000
$5,000
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Good moming Representative Sykora and members of the Committee on Housing. My name is Jim

Sewell and I am the Senior Preservation Architect in the Division of Historic Preservation of the

Wisconsin Historical Society. I come here today with my fellow architect, Brian McCormick, who
will not testify, but will join me in answering any questions that you might have about the proposed
legislation. Between us, we have nearly 40 years of experience in administering historic

preservation tax credit programs on behalf of the Society.

I'support Assembly Bill 840 and, with your permission, will provide background information about

the improvements that are being proposed.

At the heart of this legislation are two pro grams that the Wisconsin Historical Society administers:
the first is a state and federal tax credit program for rehabilitation of income-producing historic
buildings, and the second is a tax credit program to assist owners in the rehabilitation of their
historic homes. Together, these programs have resulted in the revitalization of hundreds of historic
buildings. Attached to your copies of my testimony is summary information and case studies to

illustrate the programs both quantitatively and qualitatively.

Income-producing historic buildings. The nation-wide program for income-prbducing historic
provides a 20% federal income tax credit for substantial rehabilitation work. The Wisconsin
Historical Society administers the program in Wisconsin and it is overseen at the federal level by

the National Park Service.

There are a number of federal rules, such as those that ensure that tax credit-assisted rehabilitation
does not harm a building’s historical significance. These rules also require that a building owner
spend a “substantial” amount of money -- at least as much as the current, depreciated value of the
building -- before the owner can take any tax credit. This so-called “substantial rehabilitation
requirement” is at the heart of the legislation now before you and we’ll need to revisit it after I’ve

explained more about Wisconsin’s supplement.

Since 1981, this program has rehabilitated nearly 550 income-producing historic buildings in

Wisconsin and has resulted in more than $600 million in tax-credit-eligible rehabilitation work.
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Last year alone, Wisconsin’s program generated $71 million in construction projects and resulted in
more than $14 million in federal tax dollars returning to Wisconsin in the form of income tax

credits.

Key to the program’s success has been a 5% state supplement that owners can receive if they wait
until their projects are approved before beginning construction. At its passage in 1987, it was a

unique state-based incentive and its results were impressive. Over the past 15 years, Wisconsin’s
has been one of the most successful programs in the nation, ranking through most of the 1990s as

one of the top 6 states in the nation in the numbers of projects produced.

The Wisconsin supplement helped to entice owners into investing in their historic buildings -- and it
helped to persuade investors to fdcus on Wisconsin properties, rather than those in neighboring
states. In recent years, other states have enacted their own incentive programs and some Wisconsin
investors now seek out projects elsewhere. Last year, Wisconsin had fallen to 17th place in the
number of rehabilitation projects. As other states implement and increase their supplements,

Wisconsin is likely to capture fewer and fewer investment dollars.

Assembly Bill 840 will help to correct and reverse this downward trend and will fortlfy the program

in the following ways:

First, it will increase the percentage of the state supplement from 5% to 20% in order to increase
investment in Wisconsin’s historic properties. Not only will this attract more investment capital to
the rehabilitation of historic buildings, but it should help to keep Wisconsin investment dollars in-
state. Ultimately, it will increase the number of historic buildings that are rehabilitated and returned

to active economic use.

Second, AB 840 lowers the minimum investment requirement for owners to receive the state
supplement - in effect, allowing an owner’s to receive the supplement without having to meet the
very-high, federal “substantial rehabilitation requirement.” Owners who spend a minimum of
$10,000 on their historic income-producing buildings will be eligible to receive the state 20% credit.

This will benefit owners who cannot meet the high minimum investment requirement of the federal
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program, such as most owners of historic Main Street buildings and people who have recently

purchased their historic buildings.

Historic Homes. The Wisconsin Historical Society also administers a program of tax credits for
rehabilitation of historic homes. This is a state-based program that, to date, has assisted $25 million
in construction work on nearly 1000 historic homes throughout Wisconsin. Last year alone, the
Division approved more than 200 projects and $5.6 million in eligible rehabilitation costs. This
program has had a profound effect, particularly on the quality of life in Wisconsin’s historic

residential districts.

Assembly Bill 840 will increase the amount of the credit from 25% to 30%, in part to increase

participation in the program and, in part, to help pay for the cost of administering it.

Administrative fees. This last point applies to both programs and needs reinforcing. One of the
problems in carrying out these types of programs is that, once they catch on, they take a great deal
of staff time to administer. And, because we are dealing with peoplés’ tax liabilities and, in some
cases, their very livelihoods, after a point, there is no way to streamline the process without
Jeopardizing our constituency. The two 1mperat1ves of thls program are that these pubhc subsidies
be used to perform exemplary work on historic properties and that we produce documents and

procedures that owners and investors can use to claim a tax credit without peril.

The historic homeowners tax credit program has gone ﬁom 6 projects a year in 1992 to more than
200 approvals in 2001. At this point, we have more than 500 active projects, each requiring some
level of attention. The income-producing program has remained rather steady with about 25 new
projects each year and about 100 active projects; however, if this legislation is enacted, those
numbers could rise considerably. At the present time, we have 3 full-time employees working in
this program. By the end of May, because of a decrease in our federal funding component, there

will be only two.

An important component of this legislation is the ability of the Wisconsin Historical Society to
charge reasonable fees for its review of tax credit projects. These would help to offset the costs of

administering the projects and would allow the Society to tailor the staff time to the number of
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projects that we actually administer. In other words, staff time devoted to the program would be

directly proportional to the number of projects that we receive.

Other components. Assembly Bill 840 contains two other important provisions, both of which I

support. Time does not allow lengthy discussion, so I will touch on them briefly.

The first is a provision that allows out of state investors to sell state tax credits to Wisconsin
residents. This is closely related to the provisions of Assembly Bill 624, which allowed transfer of
credits between partners and which we feel is very important in attracting out-of-state money for the

rehabilitationyof Wisconsin buildings.

The second is the exemption of the historic homeowners tax credit from the Wisconsin Alternative
Minimum Tax. The AMT was imposed by the state and federal government in the mid-1980’s to
prevent wealthy taxpayers from abusing tax shelt’ers. Because of the way that the AMT is
calculated as a percentage of income, numerous homeowners have forfeited their credits.
Investment in the repair of one’s own home was not the intent of the legislature in creating this

requirement and we ask that homeowners be exempted.

I hope that this discussion gives you a better understanding of the ie‘gislation before you today and,
for the reasons that I’ve given, the Architectural Services section of the Division of Historic

Preservation enthusiastically supports Assembly Bill 840.

Thank you for the opportunity to address the Committee on Housing. I and Mr. McCormick are

available to answer any questions that you might have.
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